Introduction
Although there is a general consensus among economists that economic growth is good for the poor, the debate continues on whether economic growth is sufficient for poverty reduction.
While the benefits of globalization are widely recognized, there has been a failure to obtain economic development in poor countries and a rapid increase in the poverty rate. Overall, the poverty rate in the developing world is higher than in the early 1970s. Specifically, 54 countries are poorer now than in 1990, 21 countries have a larger proportion of people going hungry, 14 countries experience more children dying before the age of five, and 12 countries have shrinking primary school enrolments; in 34 countries, life expectancy has fallen (UNDP,2003, p. 3).
Poverty is no longer an issue specific to the developing world. By accentuating the great divide between rich and poor, the potential to create an unstable and dangerous world increases. The international community is considering poverty as a major challenge for economic development (World Bank, 2005) . As a consequence, two distinguished initiatives were launched from different multilateral institutions. In 1996, the International Monetary Fund (IMF) and World Bank launched the Heavily Indebted Poor Countries (HIPC) initiative in an attempt to eliminate unsustainable debt in the world's poorest, most heavily indebted countries. In September 2000, the United Nations met at the Millennium Summit and agreed to work together to fight extreme poverty and to promote human dignity and equality. The Millennium Development Goals (MDGs) was the name given to a far-reaching and ambitious programme of 8 goals 1 , which binds governments, international institutions and the business community. Nicaragua is facing difficulties to compete in the global market, to maintain its good economic performance and to attract foreign investment. Nicaragua suffers from severe structural problems and geographic vulnerability to natural disasters, which impede sustainable economic growth and foreign investment. The economic and social performance has also resulted from almost 50 years of dictatorial rule and the plundering of the nation's resources by the Somoza regime. Thereafter, the Sandinista's revolution and the counter-revolution, with international economic embargoes and financial blockades, brought the economy to its knees. As a result of these and other adverse circumstances, Nicaragua faces high poverty, high illiteracy and a precarious infrastructure making it an unattractive location for foreign investment. To understand Nicaragua's structural problems, which impede sustainable economic growth, foreign investment and the development of its people, it is necessary to examine economic and social indicators.
The Debate on Poverty, Debt and Economic Growth
During the 1990s, the increase of poverty and the unsustainable debts of many poor countries dominated the debate on development. Poverty, debt and economic growth are inseparable issues; debt-overhang hinders economic growth and impedes poverty reduction (Berensmann, 2004 pp321-30) . The debate on poverty and debt has been intense in recent years, highlighting three main mechanisms in which debt-overhang hinders economic growth in poor countries.
One of these mechanisms is governmental budget constraints. Most developing economies experience structural deficit in their commercial position, thereby generating insufficient budget revenue 2 to match debt-service requirements. The only available policy answer is to increase taxes and/or contract social spending (Adam and Bevan, 2005 pp.571-97) . This negatively impacts domestic effective demand and the provision of effective social services, ultimately resulting in the economy being stuck in low growth equilibrium. Secondly, debt burdens can also affect economic growth through the external account (fear of exchange and trade related crises) (Serieux, 2001 pp.309-11) . Finally, debt overhang also carries negative monetary effects, as it increases the probability that governments will engage in inflationary financing and/or currency depreciation because of excess demands for foreign currency created by debt-servicing needs (Yasushi, 2005 pp.1-46) .
The launch of the HIPC initiative and the Millennium Development Goals has consolidated the approach to support poor countries towards economic development; however, the assumption that economic growth reduces poverty has been misleading in the application of appropriate economic policies in low-income countries. This assumption is based on the rejection of the well-known Kuznets hypothesis (see Kuznets, 1955, pp.1-28) . The Kuznets hypothesis postulated that growth and inequality are correlated in a U-shaped curve, in which inequality will increase in the initial phases of economic growth, and then inequality will worsen, but will improve when countries reach middle income status. The Kuznets model has been extensively applied in a large body of research since its publication. In recent years, Kuznets' hypothesis has been rejected by a number of empirical studies (Ravallion, 1995; Deinihger and Squire, 1998; Bruno, Ravallion and Squire, 1998; Dollar and Kraay, 2001) , demonstrating that economic growth has not much of an impact on inequality. As a result, a new paradigm based on the work of Dollar and Kraay (2001) , which suggest that economic growth is good for the poor, has emerged. Dollar and Kraay investigated the income of 80 poor countries over a period of 40 years. They claim that the average income of the poor rises proportionately with economic growth, and in general, economic growth benefits the poor as well as those with wealth (Dollar and Kraay, 2001 pp.1-32) .
In recent years, the debate continues on whether economic growth is a sufficient condition for poverty reduction. The increasing body of literature about the relationship between economic growth and poverty reduction claims that poverty reduction depends on different factors. It is suggested in a number of studies that income inequality is an important factor that hampers human development and poverty reduction (Morley, 1998; Chen and Ravallion, 2000) . Some empirical studies have found a negative correlation between economic growth and inequality (Bernabou, 1996) while other research concludes that there is a positive and significant correlation between economic growth and inequality (Forbes, 2000 pp. 869-87) .
There is a general consensus among economists that debt hampers economic growth, that income inequality has negative effects on human development, and that economic growth is good for the poor. Little has been said on the importance of structural weaknesses in lowincome countries that hamper economic growth and poverty reduction in the present economic system. The relative failure of the HIPC initiative in achieving sustainable development has underlined the fact that debt is just part of the hindrance faced in a country's efforts to reduce poverty.
Beyond appropriate domestic policies, it is clear that reinforced global financial cooperation is needed to address structural problems that are hindering economic growth. Nicaragua requires more public and private investment, and industrial restructuring will also be important to generate a more diversified and higher value-added set of industries that can compete on world markets. It is also clear that without extra funding, poor countries would not achieve poverty reduction. The G7 proposal of February 2005 should be the beginning of addressing the problem of HIPC countries. The petition to the IMF and World Bank to concede 100 percent debt relief for HIPC indicates a step in the right direction.
The HIPC Initiative and Nicaragua
The unsustainable debt of many poor countries and the increase of poverty in the past twenty years have led to a broad and critical debate about the costs and benefits of globalization.
Several aspects of the agenda for crisis prevention and crisis resolution were discussed at international level during the 1990s. Of these, two issues were identified as most important:
first, the guarantee of international financial stability and, secondly, progress in the reduction of poverty in the world's poorest countries.
The HIPC Initiative
In September 1996, the IMF and the World Bank launched the Heavily Indebted Poor Countries debt initiative in an effort to tackle the problem of unsustainable debt in the world's poorest most heavily indebted countries. The idea behind this initiative was to establish an exclusive debt relief package seeking to reduce debt stocks to sustainable levels. In September 1999, the HIPC initiative was modified, reviewed and amended. One of the most important improvements was the thresholds of debt sustainability (see Box 1). A typical HIPC country has very low per capita income; certain other characteristics are also common among the HIPC countries such as low human development, extremely high debt stock and scheduled debt-repayment, and a long history of adjustment attempts. Sachs (1999) describes the HIPC countries as the poorest of the poor, marked by a combination of extreme poverty and financial insolvency.
Nicaragua and the HIPC Initiative
3 In December 1994, Paris Club creditors decided to enhanced terms on the debt of the poorest countries. These terms were named "Naples terms" which were review in September 1999. Under these terms, the poorest and most indebted countries could be eligible to 67 per cent external debt reduction. The Naples terms are intended to act as an "exit mechanism" the debt-stock reductions will be grated on the understanding that the debtor country does not return to the Paris Club for further rescheduling.
During the 1990s Nicaragua became the world's most heavily indebted country on a per capita basis, reaching its highest levels in 1994, when its foreign debt climbed to the staggering figure of US$11.695 billion (see Table 1 ). Every Nicaraguan shouldered an external debt of US$2,600 -over eight times the average income per head. This appalling financial performance resulted from the plundering of the nation's resources by the Somoza regime. When Somoza left the country, foreign debt had reached US$ 1.6 billion (Black, 1981, p.202 (Castro-Monge, 2001, p.424) . At the end of 1996, total external debt amounted to US$ 6.09 million (see Table 1 ). In December of 2000, the IMF and World
Bank estimated that Nicaragua has been relieved of 72 percent of its total external debt, a figure of US$6.5 billion. In January 
Stages of the HIPC Initiative in Nicaragua
The qualification of a highly indebted poor country for debt relief is not automatic. The financial assistance under the HIPC initiative is subjected to satisfactory macroeconomic performance based on economic policies of the IMF and World Bank, while debt sustainability is subjected to three ratios (see Box 1). Nicaragua's external debt position was assessed with reference to the DSA ratios. The ratio of foreign debt to exports was 650 percent, foreign debt to GDP ratio was 355 percent and accumulation of principal and interest arrears accounted for 36 percent (Esquivel, F. Larrain, and J. Sachs, 1998) . Notwithstanding the fact that Nicaragua's debt was far in excess of the DSA ratios, the country's journey to reach the completion point has been long and tedious. capital expenditure and current account. The latter is dedicated to finance additional health programmes, rural development, technology transfer programmes and a decentralisation programme; while the former is mainly dedicated to programmes that aim to improve water and sanitation and rural development programmes. Table 8 In 2001 cash relief amounted to US$63.3 million and was allocated to 9 programmes: primary care, social safety net, social services, protection of vulnerable groups, social investment fund, development of the Atlantic coast, implementation of the National Poverty Reduction Strategy (ERCERP) and support for production. Among these programmes, social services, which is subdivided into education, health, water and sanitation, housing and municipal infrastructure, received the highest proportion of cash relief (see Table 2 ). It is important to note that HIPC 
Poverty Reduction Strategic Papers (PRSP)
The PRSP programme is a carefully designed set of policies and targets that pay explicit attention to a country's specific situation and to its growth and poverty reduction priorities. The The IMF states that the expected average access to the PRGF programme for first-time users is 90 percent of their quota, and this declines to 65 percent of the quota for second time users.
Economic Growth and Poverty in Nicaragua
Since 1990 
Economic Performance
Nicaragua made significant strides in restructuring its economy and providing an environment for the operation of market forces. In 1992, the economy gained stability and by 1994 the economy recorded a growth of 3.3 percent of the GDP. Nevertheless, a number of challenges and failures accompanied the successes of the Nicaraguan economic reforms. Trade and current accounts were highly negative and there was a failure in attracting long-term investment, creating jobs, and reducing poverty. Nicaragua suffers from severe structural problems and geographic vulnerability to natural disasters, which impede sustainable economic growth and foreign investment. Nicaragua has a poorly diversified industrial structure, and a weak trade performance, relying on raw material exports that have suffered declining prices on international markets.
Growth of GDP and GDP per capita
Economic growth has been uneven during the first years of economic reforms as the economy 
Inflation and Exchange Rates

External Sector
Nicaragua has been suffering from persistent trade and current account deficits since before the 
Current Poverty in Nicaragua
The 
Global Aggregation and Comparison
According to the United Nations Human Development Report for 2003, Nicaragua was identified as the country with the highest proportion of people living below the poverty line.
Some basic statistics are as follows:
• 82 percent of the Nicaraguan population live on less than US$1 dollar a day, and 94.5 percent live on less than US$2 day,
• 2.3 percent of the national income is shared by the poorest 20 percent,
• 30 percent of the population are undernourished,
• Nicaragua has 52.2 percent of the poverty gap 5 , the highest among all nations.
Living Standards Measurement Study (LSMS)
The LSMS survey has been used by the Nicaraguan government to assess poverty at the national level. The survey collects data that can be used to assess household welfare and to evaluate the effect of various government policies on the living conditions of the population. The survey consists of four different questionnaires: a) household questionnaire, which focuses on consumption and income, as welfare is measured by expenditure on consumption; b) community questionnaire, records the location and quality of health services and schools available in the area, the condition of roads, the sources of fuel and water, the accessibility of electricity, means of communication and agricultural conditions and practices; c) price questionnaire records the everyday price rises experienced by individuals and, d) special facility questionnaire, obtains detailed information needed on schools or health clinics.
The Nicaraguan LSMS 2001 included modules on housing, health, education, economic activity, fertility, household enterprises, household expenditures, agricultural activities, and credit/savings. The survey identifies characteristics of the poor in Nicaragua:
• Little or no education. Widespread poverty continues to be persistent, especially amongst those with little or no education. The poor and extremely poor have only 2.3-3.1 years of education. The unemployed and people working in the informal sector are large in this category. The informal sector comprises 66 to 85 percent of those employed and little or no education is a common denominator in the informal sector (Pisani, 2003 p.117).
• Rural poor. The most affected are the rural areas where two out of three people live in conditions of absolute poverty. The poor live mainly in the central region and Atlantic coast, relying on agriculture. Only 67 percent of the rural population have access to safe water, 47 percent have access to electricity and 94 percent use firewood for cooking.
Matagalpa and Jinotega have recently been incorporated in this category. These two regions are the most affected by the economic crisis caused by low coffee prices on the international market.
• Large households. Poor households have more than seven members in the family. About half of the country's women have little information on family planning and face high reproductive risks.
• Most of those living in poverty are women and children. About 27 percent of poor children and 36 percent of extremely poor children suffer from chronic malnutrition.
About half of the female population are either poor or extremely poor. While poor women are more likely to suffer from anaemia, poor children suffer from stunt growth.
20 percent of children are under height for their age (UNDP, 2004, p.162 ).
• Human development gaps in urban and rural areas are evident. Michael Passini (2003) found education to be the key determinant in sectoral participation and earning ability.
Those with higher levels of education were most likely to be employed in the formal sector and those with lower education are found in the informal work sector. The best location to engage with education is urban Nicaragua. In Managua, for example, only 2 out of 10 people remain extremely poor; while on the Atlantic coast and the rural Pacific region the vast majority live in extreme poverty.
In the last ten years, health indicators have improved but challenges remain. The under-five mortality rate was 43 per 1,000 live births in 2001, which is low compared with the rate obtained by developing countries (90) and the least developed countries (160). Compared to Latin America's average rate (34), Nicaragua's rate of child mortality remains high. The rate of immunisation against measles for one-year-olds is 99 percent, a good achievement compared with the rate obtained by developing countries (69 percent) and middle income countries (UNDP, 2003, p.198-338 ).
Nicaragua's maternal mortality ratio is 250 per 100,000 live births, higher than the Latin American average (188) Nicaragua is one of the countries with the highest malnutrition rates in Latin America.
Malnutrition afflicts 37 percent of poor children, and adult malnutrition has worsened since 1993; the majority of the rural population in Nicaragua has serious vitamin A deficiency.
Anaemia is common among children, students and adult women. About 30 percent of children have vitamin A deficiency and anaemia, and 30 percent of women are affected by anaemia caused by deficient consumption and increased absorption or losses not compensated by food (FAO, 2001 p.4) . Malnutrition stunts growth, impairs the mind, and consigns its sufferers to the likelihood of poverty and an early death.
Inequality Rate
The Latin America and the Caribbean is the region with the highest inequality rate in the world ( 
Structural Weakness in Nicaragua
The strategies of the IMF and World Bank for poverty reduction are anchored in economic growth based on trade liberalisation, privatisation and macro-stabilization programmes. It appears that in the case of Nicaragua, failure to attain ample poverty reduction is linked to the failure of maintaining good economic performance. Despite of the generous debt relief through the HIPC initiative, HIPC countries have failed to create a synergy between debt and poverty reduction (Serieux, 2001 pp.305-41) . The relative failure of the HIPC initiative in achieving sustainable development in Nicaragua, underlines that debt is just part of the hindrance faced by low-income countries in their efforts to reduce endemic poverty. Beyond appropriate domestic policies, it is clear that these countries need to address structural problems that are hindering economic growth hence poverty reduction. Poor countries require more public and private investment, and industrial restructuring is important to generate a more diversified and higher value-added set of industries that can compete on world markets.
The free market economy works on the basis of openness and competition. Openness makes the markets more efficient as capital has freedom to move across countries. It has also been acknowledged that the initial benefits of competition in a free market will be the specialization of the economy, elimination of inefficient producers, best allocation of resources, reduction of prices, increase of the quality of products and services and, finally, better quality of life for individuals (Friedman, 1962, p.12) . Highly industrialized countries have done well under this model, as they are competitive in the global market. For Nicaragua, however, there are three main limitations under the free market economic model that are important to consider.
• First, Nicaragua is unable to compete in the global market because of its small and weak economy. Today, international trade has been a very important instrument of economic
growth. An increase in exports facilitates an increase in production in most industries, and growth in imports supports the fulfilment of the domestic demand for consumer and investment products. In the case of Nicaragua, with a weak industrial structure, openness has resulted in a negative balance of trade and an export sector highly dependent on primary products which have created a vulnerable economy. The oversupply of coffee in the international market, for instance, has caused a drop in coffee prices, damaging the Nicaraguan economy. As a consequence, poverty has increased in many regions dedicated to the production of coffee (World Bank, 2005) .
• Second, lack of investment in human capital is another important limitation on economic development in Nicaragua. Privatization and deregulation in Nicaragua have drastically reduced the provision of health services and education (Pasani, 2003) . Several empirical analyses attempting to explain cross-country income differences have established that human capital is an explanatory variable for economic growth in the country (Rivera and Currais, 2004; Rodriguez-Pose and Fratesi, 2004; Bloom, Canning, and Sevilla, 2004; Boucekkine, de la Croix and Licandro, 2002; Fayissa and El-Kaissy, 1999; Corvers, 1997) . It must be emphasised that education and health are important elements in human development. Good health has a positive, statistically significant effect on economic growth and contributes to other development objectives (Bloom, D. Canning, and D. Sevilla, 2004 pp.1-13) . Other research studies have highlighted education and training as important variables in attracting investment in today's competitive world (Oman, 2000) .
• Finally, Nicaragua has been unable to attract quality foreign investment. In the era of globalization, foreign direct investment (FDI) is regarded as an essential factor in the development of the economy (World Bank, 2004 
The Way Forward and Conclusions
Despite steady economic growth since 1994, Nicaragua's economic performance has not been sufficient to reduce poverty. Furthermore, its economic polices are not oriented towards the poor. Since 1990, Nicaragua has begun to implement policies of structural adjustment with the aim of reviving its economy. Macroeconomic stability was obtained, but this gain was accompanied by a significant increase of poverty. The economic reforms based on the market economy have rationalized economic resources, regulated prices and reduced public expenditure. These were translated into a fall in national consumption, a rise in unemployment and a drop in real wages for the skilled and unskilled (Pisani, 2003) .
Tackling poverty requires economic growth (Dollar and Kraay, 2001 ) and generating investment is an important factor of growth. In the era of globalization, foreign direct investment (FDI) is regarded as an essential factor in the development of the economy. It is conceded that FDI has the potential to generate employment, enhance exports, and contribute to long-term economic development (World Bank, 2004) . More recently, the importance of spillovers of FDI has been considered a powerful prospect to encourage foreign investment, as FDI seems to bring into a host economy knowledge, managerial skills, marketing strategies, and distribution and production networks that benefit the domestic economy . Therefore, creating a better climate for FDI has become a central component in the economic development of most countries, including the HIPC countries.
At present, a prominent characteristic of the trends of FDI is that the bulk of the foreign investment inflows going towards the developing countries have been directed only to a limited number of countries. Poor countries are finding it difficult to attract FDI (Addison and Heshmati, 2003 (Oman, 2000) . Education and training are also new and important factors in the list of determinants of FDI in developing countries. Numerous studies (Borensztein, 1994; Noorbakhsh, 200; M.Blomström, 2001; Zhang, 2001; Addison and Heshmati, 2003) have identified education and training as vital determinants of FDI in the new global economy. points out that in order to create the strongest potential market site for FDI, governments of developing countries must focus on education and training.
By improving education and thereby enhancing human capital, export-oriented FDI is encouraged, helping to maintain macroeconomic stability (Zhang, 2001) .
Making FDI an instrument of economic growth goes beyond making a country an attractive market site for investment. Making FDI an instrument of economic growth requires setting longterm economic development goals in the light of national priorities. FDI will only generate a positive contribution to economic growth when the necessary conditions for economic development are implemented and the domestic economy is ready to absorb spillovers (Willem te Velde, 2001 ). Due to limited domestic savings, governments of poor countries are unable to invest and/or encourage investment. Therefore, financial cooperation from developed countries through private investment, technical assistance and advisory work are required. Investment should be directed to increase the developmental impact on local communities, including local businesses, health, education and infrastructure. The international community should also make expertise available to local business and provide business development services for local companies.
The most important areas to focus on in order to reduce poverty and promote human development in Nicaragua are policies that will strengthen the economy and adequately address Inequality in access to health and education services continues to prevail in the country.
c. Export diversification. This should be implemented to make production more competitive on the international market, where coffee, cotton and sugar prices remain vulnerable.
d. Profound industrial re-structuring. The country's future prosperity necessitates significant industrial restructuring to generate a more diversified and higher value-added set of industries that can compete on world markets. This will, in turn, necessitate more international investment and the government will need to address these factors in order to promote foreign investment, create jobs and improve infrastructure.
e. The creation of a competent, professional and independent public bureaucracy. This will support a strategy to attract FDI. The role of the public sector in developing pro-poor programmes is vital in most developing countries.
Efficient economic policies are needed in the HIPC countries to obtain economic development and reduce poverty; yet, for low income countries, good economic policies are not enough.
Developed countries should help to alleviate extreme poverty by dismantling obstacles to exports from the HIPC countries. The international community must cultivate long-term relationships that will protect long-term investment, including capital assets.
Acceptance for debt relief under HIPC has not been enough to strengthen the Nicaraguan economy, nor has it permitted greater investment. The government of Nicaragua together with the IMF and World Bank need to establish an effective and efficient link between poverty and debt relief and work in partnership with other governments and the domestic business community. With a very poorly diversified industrial structure and a weak external sector, the conclusion is clear that Nicaragua's future prosperity necessitates significant industrial restructuring to generate a more diversified and higher value-added set of industries that can compete on world markets. This will in turn necessitate more international investment and the government will need in order to take further steps to promote foreign investment, create jobs and improve infrastructure.
turned the country into an unattractive location for foreign investment. These social factors have not only caused serious difficulties in the establishment of a sustained economy but also in the development of democracy. Poverty causes insecurity, and extreme inequality has been shown to impose significant security costs on the advantaged. The world's richest countries could effectively reduce their security costs by doing more to alleviate extreme poverty. The international community should build up long-term relationships that will protect long-term investment, not just as a moral duty but also out of self-interest.
